AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

§203.5

of Direct Endorsement approval under
§203.3(d)(2) for a mortgagee or one or
more branch offices automatically ter-
minates Lender Insurance approval for
the mortgagee or the branch office or
offices without any further require-
ment to comply with this paragraph.

[62 FR 30226, June 2, 1997, as amended at 62
FR 65182, Dec. 10, 1997]

§203.5 Direct Endorsement process.

(a) General. Under the Direct En-
dorsement program, the Secretary does
not review applications for mortgage
insurance before the mortgage is exe-
cuted or issue conditional or firm com-
mitments, except to the extent re-
quired by §203.3(b)(4), §203.3(d)(1), or as
determined by the Secretary. Under
this program, the mortgagee deter-
mines that the proposed mortgage is
eligible for insurance under the appli-
cable program regulations, and submits
the required documents to the Sec-
retary in accordance with the proce-
dures set forth in §203.255. This subpart
provides that certain functions shall be
performed by the Secretary (or Com-
missioner), but the Secretary may
specify that a Direct Endorsement
mortgagee shall perform such an ac-
tion without specific involvement or
approval by the Secretary, subject to
statutory limitations. In each case, the
Direct Endorsement mortgagee’s per-
formance is subject to pre-endorsement
and post-endorsement review by the
Secretary under §203.255 (¢) and (e).

(b) Eligible programs. (1) All single
family mortgages authorized for insur-
ance under the National Housing Act
must be originated through the Direct
Endorsement program, except the fol-
lowing:

(i) Mortgages underwritten for insur-
ance by mortgagees that have applied
for participation in, and have been ap-
proved for, the Lender Insurance pro-
gram;

(ii) Mortgages authorized under sec-
tions 203(n), 203(p), 213(d), 221(h), 221(i),
225, 233, 237, 809, or 810 of the National
Housing Act, or any other insurance
programs announced by FEDERAL REG-
ISTER notice; or

(iii) As provided in §203.1.

(2) The provision contained in §221.55
of this chapter regarding deferred sales

24 CFR Ch. Il (4-1-11 Edition)

to displaced families is not available in
the Direct Endorsement program.

(c) Underwriter due diligence. A Direct
Endorsement mortgagee shall exercise
the same level of care which it would
exercise in obtaining and verifying in-
formation for a loan in which the mort-
gagee would be entirely dependent on
the property as security to protect its
investment. Mortgagee procedures that
evidence such due diligence shall be in-
corporated as part of the quality con-
trol plan required under §202.5(h) of
this chapter. The Secretary shall pub-
lish guidelines for Direct Endorsement
underwriting procedures in a hand-
book, which shall be provided to all
mortgagees approved for the Direct En-
dorsement procedure. Compliance with
these guidelines is deemed to be the
minimum standard of due diligence in
underwriting mortgages.

(d) Mortgagor’s income. The mort-
gagee shall evaluate the mortgagor’s
credit characteristics, adequacy and
stability of income to meet the peri-
odic payments under the mortgage and
all other obligations, and the adequacy
of the mortgagor’s available assets to
close the transaction, and render an
underwriting decision in accordance
with applicable regulations, policies
and procedures.

(e) Appraisal. (1) A mortgagee shall
have the property appraised in accord-
ance with such standards and require-
ments as the Secretary may prescribe.
A mortgagee must select an appraiser
whose name is on the FHA Appraiser
Roster, in accordance with 24 CFR part
200, subpart G.

(2) The mortgagee shall not discrimi-
nate on the basis of race, color, reli-
gion, national origin, sex, age, or dis-
ability in the selection of an appraiser.

(3) A mortgagee and an appraiser
must ensure that an appraisal and re-
lated documentation satisfy FHA ap-
praisal requirements and both bear re-
sponsibility for the quality of the ap-
praisal in satisfying such require-
ments. A Direct Endorsement Mort-
gagee (and any of its loan cor-
respondent lenders) that submits, or
causes to be submitted, an appraisal or
related documentation that does not
satisfy FHA requirements is subject to
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administrative sanction by the Mort-
gagee Review Board pursuant to 24
CFR part 25 and part 30.

[67 FR 58346, Dec. 9, 1992; 58 FR 135637, Mar. 12,
1993, as amended at 59 FR 50463, Oct. 3, 1994;
60 FR 42759, Aug. 16, 1995; 61 FR 36263, July 9,
1996; 62 FR 20088, Apr. 24, 1997; 62 FR 30226,
June 2, 1997; 69 FR 43509, July 20, 2004]

§203.6 Lender Insurance process.

Under the Lender Insurance program,
a mortgagee approved for the program
conducts its own pre-insurance review,
insures the mortgage, and agrees to in-
demnify HUD in accordance with
§203.255(f).

[62 FR 30226, June 2, 1997]

§203.7 Commitment process.

For single family mortgage programs
that are not eligible for Direct En-
dorsement processing under §203.5, or
for Lender Insurance processing under
§203.6, the mortgagee must submit an
application for mortgage insurance in a
form prescribed by the Secretary prior
to making the mortgage loan. If:

(a) A mortgage for a specified prop-
erty has been accepted for insurance
through issuance of a conditional com-
mitment by the Secretary or a certifi-
cate of reasonable value by the Depart-
ment of Veterans Affairs, and

(b) A specified mortgagor and all
other proposed terms and conditions of
the mortgage meet the eligibility re-
quirements for insurance as deter-
mined by the Secretary, the Secretary
shall approve the application for insur-
ance by issuing a firm commitment
setting forth the terms and conditions
of insurance.

[67 FR 58346, Dec. 9, 1992; 58 FR 13537, Mar. 12,
1993, as amended at 62 FR 30226, June 2, 1997]

MISCELLANEOUS REGULATIONS

§203.9 Disclosure regarding interest
due upon mortgage prepayment.

Each mortgagee with respect to a
mortgage under this part shall at or
before closing with respect to any such
mortgage, provide the mortgagor with
written notice in a form prescribed by
the Commissioner describing any re-
quirements the mortgagor must fulfill
upon prepayment of the principal
amount of the mortgage to prevent the

§203.10

accrual of any interest on the principal
amount after the date of such prepay-
ment. This paragraph shall apply to
any mortgage executed after August 22,
1991.

[66 FR 18947, Apr. 24, 1991]

§203.10 Informed consumer choice for
prospective FHA mortgagors.

(a) Mortgagee to provide disclosure no-
tice. A mortgagee must provide a pro-
spective FHA mortgagor with an in-
formed consumer choice disclosure no-
tice if, in the mortgagees’s judgment,
the prospective FHA mortgagor may
qualify for similar conventional mort-
gage products offered by the mort-
gagee. The mortgagee should base this
judgment on the mortgagee’s initial as-
sessment of the prospective FHA mort-
gagor’s eligibility for a conventional
mortgage product. If a mortgagee is
unsure about a prospective FHA mort-
gagor’s eligibility for a conventional
mortgage product, the mortgagee
should provide the prospective FHA
mortgagor with an informed consumer
choice disclosure notice.

(b) Informed consumer choice disclosure
notice—(1) Contents of notice. The in-
formed consumer choice disclosure no-
tice must:

(i) Provide a one page generic anal-
ysis comparing the mortgage costs of
an FHA-insured mortgage with the
mortgage costs of similar conventional
mortgage products offered by the mort-
gagee that the prospective FHA mort-
gagor may qualify for;

(ii) Provide information about when
the requirement to pay FHA mortgage
insurance premiums terminates; and

(iii) Meet the requirements of section
203(b)(2) of the National Housing Act
(12 U.S.C. 1709(b)(2)).

(2) Format of disclosure notice. The in-
formed consumer choice disclosure no-
tice must be provided in a format pre-
scribed by the Commissioner. HUD has
prepared a model informed consumer
choice disclosure notice that rep-
resents this format and that meets the
requirements of section 203(b)(2) of the
National Housing Act (12 U.S.C.
1709(b)(2)). The model informed con-
sumer choice disclosure notice con-
tains the minimum elements of an in-
formed consumer choice disclosure no-
tice. These elements must be included
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